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TAX NEWS 

E-Mail Your Questions 
If you have a question that 
you cannot find the answer 

to, our Technical Assistance 
personnel may prove useful 

to you. We will gladly 
respond to any e-mail 

technical tax inquiry. All 
inquiries will be responded 
to within two working days.  

E-mail your question to:  
TaxpayerAssistance@reven

ue.state.az.us  
In the interest of 

maintaining confidentiality, 
DOR cannot respond to 
inquiries that include a 
Social Security number, 

FEIN, TPT or W/H number, 
or other specific taxpayer 

identifiers. 
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BR/ITS, the Department’s 
reengineering project, had its first 
year anniversary on March 23.  
That was the date in 2001 that the 
Request for Proposal was issued 
from the State Purchasing Office.  
Since then, The agency has 
proceeded through the discovery 
phase and is now evaluating 
proposals from American 
Management Systems and 
Accenture.  The evaluation process 
is scheduled to continue through the 
month of April, with experts from 
within DOR as well as outside 
stakeholders analyzing the 
submitted proposals.  A contract 
will be awarded to the winning 
vendor sometime this summer.   
 
Even without BRITS, DOR was 
going to proceed with better and 
faster processing of tax returns.  
The 1998 return was the first year 
for E-filing and this year was the 
first year for 2D bar-coding.  
Thanks to our practitioners and 
software distributors, both 
programs have been fabulously 

ONE YEAR ANNIVERSARY FOR REENGINEERING  

successful.  To date, we have had 
over 50,000 2D bar-coded returns 
processed.  We are shooting for 
processing 12.5% of all personal 
income tax returns.  That’s over 
200,000 2D returns expected this 
year.  There have been over 315,000 
E-file returns processed to date with 
an estimate of over 500,000 before 
the filing season is over.  This means 
that we are estimating that about a 
third of all of our individual income 
tax returns will be processed 
electronically.  The savings in 
resources are enormous.  There are of 
course front-end savings in time and 
keystrokes.  We also save time in 
error resolution because of the math 
checks done as part of the return 
preparation process.  But some of the 
real benefits are on the back end 
where the increases in preparation and 
processing accuracy reduce additional 
taxpayer contact in the form of ITC 
notices or billing statements.  In short, 
electronic processing saves time and 
money for us and increases the quality 
of service to our taxpayers and 
practitioners. 

CHANGES AFFECTING EMPLOYERS 
The Arizona Department of 
Revenue today announced two 
major changes affecting Arizona 

employers — a new form available 
for use for small employers and the 

(Continued on page 7) 



 January 2002 January 2001  %  
Gross Collections $97,484,872 $103,690,175  (6.0) 
Withholding 201,771,003 229,465,406   (12.1) 
Refunds  (7,565,530) (9,634,615)    (21.5) 
Urban Rev Sharing (35,156,381) (33,037,720)     6.4 
Net Collections $256,533,964 $290,483,246(11.7) 
    
Fiscal Year Total  (01/02)   (00/01)  %  
Gross Collections $267,432,344 $295,943,415    (9.6) 
Withholding 1,368,369,705 1,381,376,036   (0.9) 
Refunds  (110,120,032) (97,354,719)     13.1 
Urban Rev Sharing (246,094,667) (231,264,040)     6.4 
Net Collections $1,279,587,350 $1,348,700,692 (5.1) 
 
Included in the refund amounts above are refunds 
relating to the alternative fuel vehicle income tax credit. 
In January $570,912 in alternative fuel vehicle credits 
were processed. After offsetting $73,396 in tax liability, 
refunds for this credit totaled $497,516. This amount 
does not include withholding and estimated payments 
returned to taxpayers because their liability was covered 
by the alternative fuel vehicle credit. Additional refunds 
were paid out of corporate income tax. 

The Arizona Tax News is a monthly publication of the Arizona Department 
of Revenue. Information contained herein is of a general nature and is not 
designed to address complex issues in detail. Taxpayers requiring 
information concerning a specific tax matter should contact the appropriate 
office. This newsletter is available in alternative formats upon request by 
calling the telephone number shown below. Subscription information may 
be obtained from: Tony Manzo at (602) 542-4672. 
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***REMINDER*** 
F O R  N O N -E F T  T P T  F I L E R S  

To avoid a delinquency, postmark your  
April 2002 TPT return no later than   

May 28, 2002 or deliver to DOR no later 
than May 30, 2002. 

Tax Calendar 
May 2002 

Due For Period 
Date Ending 
15 Income Tax Returns:  1/31/02 
   Form 120:  Corporation 
   Form 140:  Individual 
   Form 141:  Fiduciary 
   Form 165:  Partnership 
15   Form 120:  Corporation with  7/31/01 
 Automatic Extension 
15   Form 120S:  S Corporation  2/28/02 
15   Form 99:  Exempt Organization 
 Annual Information Return 
   Form 99T:  Exempt Organization  12/31/02 
15   Form 120ES:  Estimated Tax Payment, 
 Corporation 
 First Installment  1/31/03 
 Second Installment  11/30/02 
 Third Installment  8/31/02 
 Fourth Installment  5/31/02 
20 Form TPT-1:  Transaction Privilege Tax: 
 April Monthly Filers  4/30/02 
20 Bingo:  Financial Reports  4/30/02 
20 Luxury Tax: Various Forms  4/30/02 
27 State Holiday - Memorial Day All State Offices 
 Closed 
28 EFT Form TPT-1 and Payment: 
   Transaction Privilege Tax: 
 April Monthly Filers,  4/30/02 

 
Withholding Tax Payment Information: 

If the average amount of Arizona income taxes 
withheld in the preceding four calendar quarters 
exceeds $1,500 the employer must make its Arizona 
withholding payments to the Department of Revenue at 
the same time as the employer is required to make 
federal withholding deposits. If the average amount of 
Arizona income taxes withheld in the preceding four 
calendar quarters does not exceed $1,500 the employer 
must make its Arizona withholding payments to the 
department on a quarterly basis. 

JANUARY SUMMARY OF  
GENERAL FUND REVENUES 

   Fiscal Year 
   January 2002      Total 
Individual Income Tax 
    Net Collections $256,533,964 $1,279,587,350 
    Percent Change *       (11.7%)       (5.1%)  

Corporate Income Tax 
    Net Collections $6,561,461 $175,151,380 
    Percent Change *      (32.2%)       (45.0%) 

Transaction Privilege, 
Severance & Use Taxes 
    Net Collections $281,757,548 $1,739,491,313 
    Percent Change *        (0.2%)         (0.4%) 

Total Big Three Tax Types 
    Net Collections $544,852,973 $3,194,230,043 
    Percent Change *         (6.3%)        (6.4%) 

( ) Decrease from same month last year. 

*   Percent change from same month last year. 

Individual Income Tax 
Individual Income Tax Receipts 



• The dollar amount of verified credits 
claimed in the preceding calendar 
month not used to offset income taxes 
under title 43, Arizona Revised 
Statutes. 

For the period February 1 through February 
28, 2002, the department issued 41 
individual income tax refunds for 
alternative fuel related credits. There was 
$1,832,207 in AFV credits on these 41 
returns. After offsetting $286,577 in 
liability, $1,545,630 was refunded. The 
department issued 3 corporate refunds for 
alternative fuel related credits. There was 
$689,250 in AFV credit on these 3 returns. 
After offsetting $34,800 in liability, 
$654,450 was refunded. 

  

Combining the corporate and individual 
income tax return amounts results in 
$2,200,080 that should be transferred from 
the Budget Stabilization Fund into the 
General Fund for February 2002. In last 
fiscal year, $66,360,441 was paid from the 
Budget Stabilization Fund into the General 
Fund. In this fiscal year, $28,520,528 is the 
total to be paid from the Budget 
Stabilization Fund, putting the overall total 
coming from the Budget Stabilization Fund 
for alternative fuel vehicle credits at 
$94,880,969. 

• The cumulative dollar amount of the 
credits claimed in all taxable years, 
beginning from and after December 31, 
2000. 

The cumulative dollar amount of credits 
(individual and corporate) claimed is 
$117.4 million. 

(Continued on page 5) 
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Pursuant to A.R.S. §§43-1086, 43-1086.01, 
43-1086.02, 43-1174, 4-1174.01 and 43-
1174.02, credits are allowed for the 
following: 

• The purchase or lease of an alternative 
fuel vehicle; 

• The purchase and installation of a 
vehicle refueling apparatus; 

• The construction or operation of an 
alternative fuel delivery system. 

The taxpayer shall claim the credit with the 
filing of the Arizona income tax return. 

In accordance with S.B. 1004, Section 37
(A), the Director of the Department of 
Revenue shall report the following amounts 
related to: 

• The aggregate dollar amount of 
alternative fuel related credits claimed 
under sections 43-1086, 43-1086.01, 
43-1086.02, 43-1174, 43-1174.01 and 
43-1174.02, Arizona Revised Statutes, 
on income tax returns during the 
preceding calendar month. 

 
For the period of February 1 through 
February 28, 2002, the department received 
39 individual income tax returns with 
claims for alternative fuel related credits 
totaling $0.3 million. A total of 5,247 
individual income tax returns with claims 
have been received from January 2001 
through February 2002, totaling $99.9 
million in credit. The department also 
received 3 corporate income tax returns in 
February with claims for alternative fuel 
related credits totaling $0.03 million. A 
total of 180 corporate income tax returns 
with claims have been received from 
January 2001 through February 2002, 
totaling $17.4 million in credit. 

ALTERNATIVE FUEL VEHICLE REPORT 
FOR FEBRUARY, 2002 



CURRENT ACTIVITIES OF THE BORDER STATES CAUCUS 
GROUP (BSC) 
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Background: 
On May 13, 1993, in Phoenix, Arizona 
the BSC was formed as a working group 
of member states, the IRS, and the United 
Mexican States (Mexico). The BSC 
President and Vice-President Secretary 
are elected by the membership. 
Operationally, the BSC functions like a 
small, collegial membership 
organization, with each member state, 
Mexico and the IRS having equal 
participation. The membership makeup 
of the BSC includes tax agency Deputy 
Directors, managers, and state executive 
branch Cabinet level people -- all of 
whom have the authority to obtain access 
to governmental resources and to commit 
to projects. Associate Members are 
permitted from the private sector. The 
BSC was formed to ensure that member 
state tax agencies enhance rather than 
impede free trade. The mission is to 
promote free trade and reduce 
administrative barriers to trade between 
the U.S. and Mexico through uniform 
and equitable laws, rules, procedures, and 
documentation dealing with the treatment 
of taxable and nontaxable transactions 
and the exchange of information among 
BSC members. The BSC was originally 
confined to the states of Arizona, 
California, New Mexico and Texas, the 
IRS and Mexico. The Western States 
Association of Tax Administrators 
(WSATA) adopted and supported the 
purpose and mission of the BSC. 
Effective September 26, 1997, 
membership was expanded to include 
representation from the state of Utah and 
the state of Oklahoma at the request of 
these states. California is represented by 
two persons: the Sales and Use Tax 
Department Program Planning Manager 
and one Board Member staff person, at 

the request of a former Board Member 
who was an original member of the BSC. 
The former Board Member is still active 
in the BSC. 
 
Accomplishments: 
♦ In October 1995, the Border States 

Uniform Sale For Resale Certificate 
was adopted for Arizona, California, 
New Mexico, and Texas.  It was 
immediately available in both 
Spanish and English. 

 
♦ In the September 1996 Board Of 

Equalization (BOE) Tax Information 
Bulletin, the BOE informed 
California taxpayers of the 
availability of the new resale 
certificate. 

 
♦ In 1998, Uniform Drop-Shipment 

Rules were discussed and the Board 
agreed to investigate establishing 
uniform rules on drop shipments 
(signed by Ernie Dronenberg and the 
BSC). 

 
♦ On August 21, 1998, the BSC agreed 

in principle to a Uniform Registration 
Form for all of the states and Mexico, 
with the understanding that the 
member states would, in some 
instances, send follow-up information 
requests. The form was completed 
and implemented in 1999. 

 
♦ An information data base exchange 

was set up by Texas, that was used by 
some of the participating member 
states. 

 
Current Status: 
The BSC meets (regularly), on a 
quarterly basis. All of the states except 
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Utah are taking an active role. The IRS and 
Mexico are participating. 
 
The current projects are: 
1. The BSC is in the process of 

reactivating the information database, 
which will be developed maintained and 
distributed by New Mexico. Each state 
will submit on exempt out of state sales 
that may have use tax implications in 
the boarder states. This information will 
be shared and follow ups will be made 
by each state as they deem appropriate. 
There are no direct costs to Arizona. 

 
1. The BSC is developing a package for 

the Governor of each participating state 
to present to them the status of the BSC 
and its activities. 

 
1. The BSC is developing an educational 

package to educate staff in the 
participating taxing agencies to 
encourage the use of the uniform resale 
certificate and registration form. 

 

(Continued from page 4) Conclusion: 
The BSC is currently active and has become 
a forum for discussion of issues facing the 
different states. The BSC have had 
discussions on the use of computer audit 
specialists, out of state construction 
contractor tax options, recruiting and 
retention issues, managed audits, and sales 
and use tax compliance agreements. 
Although these states are members of other 
larger groups such as the Federation of Tax 
Administrators, the small group 
environment, approximately a dozen 
participants at a meeting, allows for a very 
detailed exchange of information, and 
recommendations not easily attainable in a 
large group setting. This is the only group 
that includes Mexico. There are no 
membership dues or registration fees for 
meetings. There are no costs other than 
travel between Arizona and quarterly 
meeting locations that are held in the BSC 
member states. However, these nominal 
costs are offset by the benefits. The BSC 
continues to provide the value to the 
agency, and participation by the BOE 
should be continued. 

first qualify for a credit on their 2001 tax 
returns.. At this time, the department has 
no independent means of estimating the 
amount yet to be claimed. 

If you should have any questions, please 
contact Anthony Forschino at : 
(602) 542-4672. 

Very truly yours, 
Mark W. Killian 
Director 

• Any estimated amounts remaining to be 
claimed as credits in each fiscal year. 

Through February 2002, 5,427 (corporate 
and individual) claims have been received. 
Those claims reviewed include 5,228 
claims for 5,862 vehicles, 26 claims for 
refueling stations and 603 claims for 
refueling apparatus. (Claims that have not 
yet been reviewed are not included in this 
count.) While most returns for 2000 filers 
have been received, there may be additional 
claims made through late filers and 
amended returns. Also, according to grant 
applications, there are taxpayers who will 

(Continued from page 3) 
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Procedure for Determining Whether a 
Domestic Corporation Should be Treated 
as a Foreign Corporation for Arizona 
Income Tax Purposes 
 
ISSUE: 
When is a domestic corporation treated 
as a foreign corporation for Arizona 
income tax purposes? 
  
APPLICABLE LAW: 
Arizona Revised Statutes (A.R.S.) § 43-
1101(3) defines a domestic corporation 
as a corporation created or organized in 
the United States or under the laws of the 
United States or of any state of the 
United States or the District of Columbia. 
A.R.S. § 43-1101(5)(b) defines a foreign 
corporation as "a domestic corporation 
with less than twenty per cent of its 
property, payroll and sales in the United 
States for the three year period ending 
with the close of the taxable year of the 
corporation preceding the current taxable 
year, or for such part of that period as the 
corporation has been in existence." This 
definition applies to taxable years 
beginning from and after December 31, 
1989. 
A.R.S. §§ 43-1140 through 43-1147 
define the property, payroll, and sales 
factors as they apply to apportioning 
income to Arizona. 
  
DISCUSSION: 
A domestic corporation is considered a 
foreign (80/20) corporation for Arizona 
tax purposes if less than 20 percent of its 
business activity is within the United 
States. This percentage is measured by 
the corporation's property, payroll, and 
sales in the United States for the three-
year period preceding the current taxable 
year. If the average percentage for the 

ARIZONA CORPORATE TAX PROCEDURE 
CTP 02-1 

three-year period is below 20 percent then the 
corporation is considered a foreign 
corporation for Arizona tax purposes. This 
computation is consistent with the underlying 
purpose of the 80/20 rule, which is to exclude 
from apportionment only those corporations 
engaged primarily in business activities 
outside the United States. 
 
CONCLUSION: 
The determination of whether a domestic 
corporation is treated as foreign under A.R.S. 
§ 43-1101(5) is made on the basis of the 
simple average of the corporation's property, 
payroll, and sales factors (based on U.S. to 
Worldwide property, payroll, and sales) for 
the prior three-year period (testing period) 
without regard to any weighting of those 
factors. If a corporation is not in existence for 
the entire prior three-year period, taxpayers 
shall use the fractional part of the period they 
were in existence. When a corporation does 
not have one or more of the apportionment 
factors in both the United States and 
Worldwide for a taxable year: 1) the absent 
factor(s) is (are) not included in computing 
the factor(s) average(s) for the taxable year; 
and 2) the denominator in computing the year 
average is the number of factors remaining 
for that year. When a corporation does not 
have one or more factors in both the United 
States and Worldwide for the entire three 
year or other applicable period: 1) the factor
(s) is (are) entirely removed from the 
calculation; and 2) the denominator in 
computing the period average is the number 
of remaining factors for that year. 
 
1 The payroll, property, and sales are 
computed in a manner similar to the 
apportionment factor definitions outlined in 
A.R.S. §§ 43-1140 through 43-1147, the 
United States is substituted for Arizona and 

(Continued on page 7) 
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the numerator of the sales factor would 
include all sales of tangible personal 
property shipped to or delivered within the 
U.S. including sales to the 
U.S. Government. The purpose of the 
computation is to determine the percentage 
of activity outside the U.S. and not to 
apportion Arizona income, therefore, the 
factors could include federal income that 
may not taxable for Arizona purposes. 
2 The average is computed by adding the 
total percentages for payroll, property, and 
sales and dividing by the number of factors 
used. For example, if there was no payroll 

(Continued from page 6) in the U.S. and Worldwide (and there was 
property and sales) then the denominator 
would be two. If there was no payroll in the 
U.S. but some in Worldwide (and there 
was property and sales) then the 
denominator is three. In order to drop one 
of the factors in the denominator there 
needs to be no activity in both the U.S. and 
Worldwide. 
 
Mark W. Killian, Director 
Signed: March 22, 2002 

elimination of the quarterly mailing of 
blank forms to all employers. 
Employers who are required to remit their 
Arizona withholding to the state on a 
monthly or quarterly basis may use the new, 
simpler Form A1-QRT (EZ) to file their 
quarterly reports. This simpler form can be 
used by all Arizona employers whose 
average quarterly Arizona withholding is 
$1,500 or less plus all Arizona employers 
whose annual federal payroll tax liability is 
$50,000 or less. At least 50,000 employers 
qualify. 
 
The second quarter 2002 Form A1-QRT is 
the last quarterly withholding return that 
will be sent in a mass mailing to all Arizona 
employers. This is one of the cost-cutting 
actions being taken by the department to 
comply with the recent budget cuts. 
 
Employers will be able to get any 
withholding forms they need in the future 
by downloading them from our web site, 
www.revenue.state.az.us. Alternatively, 
these forms can be obtained through our 
Forms by Fax service by calling (602) 542-
3756 from the telephone connected to your 

(Continued from page 1) fax machine. 
The department also has available, free of 
charge, a CD-ROM titled "A-Z Taxes for 
Small Business" that contains the 
withholding forms and extensive 
information about both Arizona 
withholding and transaction privilege taxes. 
There is an order blank for the CD-ROM 
on our web site or you can call (602) 542-
4260 to request a copy be sent to you. The 
CD-ROM can also be picked up at one of 
our office locations:  
1600 W Monroe or 2902 W Agua Fria 
Freeway in Phoenix; 3191 N Washington 
Street in Chandler; or 400 W Congress in 
Tucson. 



 TAX NEWS 
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ATTENTION SMALL BUSINESS OWNERS 
The Department of Revenue created a computer application for you, the small business owner! The A-Z Taxes 
for Small Business allows you to use your computer to complete:  
♦ Transaction Privilege Tax Returns 

♦ Withholding Tax Returns 

♦ Unclaimed Property Reports 

 
The program also provides: 
♦ Tax Requirements 

♦ What You Need to Before You Begin 

♦ DOR Publications 

♦ Special Tax Situations   

For a limited time only the A-Z Taxes for Small Business is FREE from the Department of Revenue on CD-
ROM. Visit the Department’s website at www.revenue.state.az.us to order online or send your request and a 
return address to: Arizona Department of Revenue, PO Box 29032, Phoenix AZ 85038.  


